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1 FOREIGN ASSISTANCE PROGRA&&J
Mr. Chairman and Members of the Subcommittee:

We are pleased to provide you with a review of ourjrecently
completed and ongoing work on U.S. foreign assistance p;ograms
both in the development assistance and military assistaﬁce
areas.

BILATERAL DEVELOPMENT ASSISTANCE

This section provides our observations on assistan@e man-
agement issues, private sector assistance, agriculturalfdevelop—
ment, health and refugee programs, and the Inter-Ameriéan Foun-
dation.; We continue to address those areas where we believe

management and administrative improvements can be made.
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Management of assistance

Contracting is a major means useg by AID to package and
deliver economic assistance. AID-direct and host country con-
tracting in fiscal year 1981 was estimated at $1.3 billfon.

Host country contracting, represenﬁing about $1 billionfa year,
was the subject of our June 1982 report to the AID Administra-
tor. We concluded that AID did not have adequate information on
the number and value of host country contrgcts (1) to keep the
Congress informed; (2) to give AID managers, auditors and proj-
ect officers the information needed for oversight of contract
costs and contractor performance; (3) to assist AID in evalua-
ting the success of its host country contracting policyf and
(4) to respond to management weaknesses reported by AIDﬂs
Inspector General and confirmed by us, including the need for
more audit coverage and the lack of internal controls for the
payment of goods and servipes.

In response to our conclusions and recommendations for the
establishment and maintenance of a data bank, the Agenc# has
taken steps to inventory outstanding host country contr#cts and
systematically report pertinent information on all new éontracts
of $100,000 or more. Building on past work, we have begun a
survey of AID contracting activities, focusing on AID'sjdirect
contracts. Early indicationé suggest that a'number of pre-
viously reported deficiencies--for example, in procuremént plan-

ning, implementation delays and contractor performance--continue




to exist. These woaknelsél often lead to extensive contract
modifications and amendments which increase contract costs. We
are addressing questions such as:

--are procurement plans adequate to allow effi-

cient contracting?

--are statements of work sufficient for contrac-
tors to know what to do and for AID to know
what to expect from the contractors?

--are contractor and project officer status
reports adequate to monitor progress and con-
tractor performance?

In a report to the AID Administrator on January 3, 1983, we
reviewed and reported on the Agency's‘efforts to categorize
troubled projects and identify those project funds that should
be deobligated. We concluded that criteria, guidance, and pro-
cedures for actually identifying, monitoring, and reporting on
potential problem projects and deobligations varies among
bureaus and may change each year. Inconsistent proceduﬁes and
reporting raises questions as to the compafability'of d&ta from
year to year and the nature and extent of appropriate remedial
actions. We recommended that the AID Administrator estéblish
more definitive policy guidelines and procedures for all bureaus
and missions to use in identifying and reporting potent#al prob-
lem projects and in reviewing whether project funds shoﬁld be

deobligated. AID officials generally agreed with our cdnclu—



sions and recommendations, but believed th#t project redesign is
the preferred remedial action for problem projects and that
deobligation, if considered, requires‘delicate and/or complex
discussions between U.S. and host-country officials.

A report to be issued soon on donor approaches to develop-
ment assistance compares the approach of the United States with
those of five major Western nations. Three management issues
selected for comparative analysis among the donors' foreign aid
programe include (1) the donor's organizatfonal structure,

(2) the donor's provision of different typeé of aid, and (3) the
donor's administrative procedures and financial controls.

While this report will contain no recommendations, it will

discuss the implications of applying the foreign aid manbgement

‘approaches used by the other donors into the AID program; in

particular, the dilemmas and tradeoffs that would accompany such
an action.

Our in-process work also includes a review of commobity
import programs. Commodity import programs provide dollar
exchange to developing countries experienciné serious bélance-
of-payments problems. Work on our review is being done in
Washington and in five countries overseas, with emphasiq on more
efficient and economic administration and managment of &he pro=-
grams. At about the halfway point in the assignment, wé have
indications that the procurement planning and delivery éf com-

modities may need to be improved.




Private sector assistance

AID's emphasis on promoting privéte—sector involvement in
development has resulted in the establishment of the Buréau for
Private Enterprise to mobilize greater participation of the U.S.
private sector in LDC development and to promote and encourage
the expansion of local, indigenous private~sector activities.
AID's other Bureaus and its overseas missions are also seeking
initiatives which would increase private-sector involvement in
the development process. While it is too éﬁrly to pass judgment
on these initiatives, we have, over the past year, focused on
evaluating established AID programs with a private-sector
emphasis.

In May 1982, we issued a report on the relationship between
Private Voluntary Agencies (PVOs) and AID, as well as, AID's
management of the PVO program. We found that the PVO's finan-
cial dependency on AID was not healthy because the PVOs could
lose their independence and recommended that PVO contributions
to grant-funded programs should be increased with fundihg prior-
ity given to PVOs which match AID support. |

We issued a report on February 14, 1983, on our reiiew of
the U.S. response to the increased incidence of balance-bf—
payments problems in developing countries. We reviewed AID's
program in three Latin American countries which afe expeﬁiencing

different stages of balance-of-payments problems.



wé found that, while baiance-of-paymcntn problems can have
an adverse effect on development assistance projects, AID finds
it difficult to reorient its dcvelopﬁent assistance program to
the evolving balance-of-payments problems. It also appears some
AID missions may hesitate to propose action when they identify a
serious deterioration in a country's balance-of-payments situa-
tion because of the difficulties the missions perceive in
adjusting a development assistance program_and justifying
balance-of-payments tools such as the Economic Support Fund. We
concluded that AID program planners and missions may lack guid-
ance as to which countries and at what point the Unitedetates
will consider assistance in detetiorgting balance-of-pafments
gsituations. Acccordingly, we recommended that the Admiﬁistra—
tof, AID;
--direét AID missions to develop an action plan

when they determine that a country's balance-

of payments situation has affected AID's

ongoing development assistance effort, for AID

to consider, taking into account all the fac-

tors which restrict the Agency's role. The

plan could include an assessment of whether

AID's ongoing projects continue to be appropri- i

ate, how they relate to other donor activities,

whether the country is following appropriate

economic policies, and an estimate of the coun-

try's resource needs.




We recently issued a report on our review.of AID's efforts
to promote private-sector development in Egypt. AID has  author-
ized close to $400 million for Egyptian private-sector expansion
since 1976. With the United *tateé’ current emphasis on encour-
aging private-sector participation in the development process,
the experiences gained from the Egyptian program could be useful
to AID as it plans and programs future projects in the private-
sector area. These lessons learned included the need to chan-
nel finanical assistance for private-sectoé enterprises through
intermediary credit institutions, to use existing organizations
to implement projects as an alternative to the more time consum-
ing process of creating new institutions, and to identify in
project agreements the participating‘parties' monitoriné and
implementing respcnﬁibilities,

Agricultural development |

Deforestation is one of the critical problems faci@g devel~-
oping countries in their efforts to solve agricultural needs and
environmental concerns. In September 1982, our report #nd
testimony for a joint hearing of the House Poreign Affairs and
Science and Technology Committees pointed out that deveioping
countries were not making the necessary financial and p&litical
commitments to (1) deter the environmental problems bro¢ght on
by the destruction of their forests or (2) sustain the assist-
ance provided by AID and multilateral development banks| and

other international organizations. 1In addition, assist&nce




recipients were f£inding it difficult to implement and manage
forestry projects.

We recommended that AID support forestry-related activities
that countries are capable of carrying out. In cases where host
government political and financial commitment is weak or non-
existent, we suggested that AID work to engender more positive
commitment to deforestation problems. We recommended that AID
adjust projects to developing country capabilities. This will
necessitate a willingness on the part of AiD to plan fewer
activities and accept the need for possible successive projects
to help satisfy the longer~term forestry assistance.requirements
of developing countries. We also recommended that AID and other
donors focus increased attention on strategies to slow the des-
truction of forests caused primarily'by subsistence farmers.

AID generally agreed with our recommendaﬁions, noting the
need for longer timeframes to plan, carry out and sustain fores-
try and related natural resource projects, and recognizing that
developing countries should not be saddled with more foiestry
assistance than they can use. On this score, our report points
out that AID should tailor its forestry assistance to what the
developing countries can reasonably be expected to implément
during the life of the project. |

AID's agricultural assistance programs have traditionally

emphasized efforts to increase food production in develbping
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countries. However, food worth billions of dollars is lost
annually due to inefficiencies in storage, distribution, and
marketing systems. Our June 1982 report on AID's food cbnserva-
tion programs showed that the Agency needs to give great§r
attention to the problem of postharvest food losses by:

--changing its agricultural policy to recognize

food production and food conservation as com-
plementing rather than competing fuqctions;

--requiring the overseas missions to ;ddress

postharvest problems in their development
strategies or agricultural sector assessments;

-=providing guidance to its missions in designing

loss-reduction projects, including setting
goals that are more subjec; to verification;
and

-~-developing a postharvest research strategy,

including. more specific guidance and criteria
for existing university cooperative agreements.

In addition to these recommendations, our report aﬁdressed
the need for better project management in existing projécts. In
Senegal, AID contributed $4.9 million toward the $11-mi#lion
cost of 23 government-controlled grain storage facilitié#. Yet,
these facilities largely had been unused and their pote%tial use
remains uncertain because of government financial and m%nagement

problems. In line with our recommendations, AID has changed its




agricultural assistance policy to better recognize the comple-
mentary nature of food production andffood loss reduction mea-

sures.

Another important area of agricultural assistance deals
with research. In a February 1982 report to the AID Admﬁnistra—
tor, we identified ways in which the Agency can exercisefbetter
control over the use of its research funds. We identified the
need for a research strategy and classificgtiou system, the need
to place greater attention on research relévance and use, and
the need for more agriculturally trained staff members. AID
told us they were addressing these needs through a number of
mechanisms, including a research task force for defining
research and sector councils for reviewing research activities.

In one of our ongoing assignments, we are exploring the
seriousness of operation and maintenance problems that affect
the sustainability of U.S.—financea irrigation systems in
developing countries. Irrigation.systems, costing billions of
dollars invested directly through AID and indirectly thtough the
multilateral banks, are affected by poor operation and-ﬁaint—
enance practices. Operation and maintenance problems grow and
beque even more complex because of inflationary effect§ on
recurring costs, the magnitude of new projects continuaily being
encouraged by recipients and donors, and the number of non-

revenue generating projects being undertaken.
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Health and refugee programs
Since the early 19508 the United States has contributed

nearly $1 billion to combat malaria. The World Health Organiza-
tion recently estimated that 214 million people were infected
with malaria at the time of its study. We reported that exter-
nally funded malaria control programs in countries with; among
other constraints, inadegquate national commitment or resources
for fighting the disease, do not usually hgve continued pro-
gress. Among the recommendations for better project management
was one that AID, in designing malaria-control projects, more
fully address the constraints that hamper successful anti-
malaria activities in order to prevent the commitment of scarce
foreign assistance resources to projects which offer little hope
of sustained progress. In response to this report, AID agreed
to convene a committee to study the Agency guidelines for
malaria control programs. The revised guidelines are expected
to'inclnde new criteria for anti-malaria program support.

We continued in 1982 to review the U.S. direct assistance
to refugee programs as well as Department of State and AID man-~
agement responsibilities to coordinate the U.S. contribptions to
refugee activities of various international organizations. Our
December 1982 report on U.S. and international programsfto
assist African refugees contained recommendations direcfed to
State and AID to improve the accountability of U.S. funds pro-

vided the U.N. High Commissioner for Refugees (UNHCR) for the
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care and protection of rcfdgees. The United States provides
one-third of the total UNHCR budget for Africa. In 1981, about
$47.4 million of the U.S. contributions were for unrestricted
UNHCR uses--that is, the U.S. funds were not earmarked fbr use
in specific projects, programs, or African countries.

We expressed concern in our report that, due to UNHCR's
lack of accountability for unrestricted funds, the State Depart-
ment was not able to assess the effectivengss of the use in
Africa of the large amounts of U.S. contributions. 1In conment-
ing on the report, UNHCR stated its awareness of needed account-
ability for donor contributions and cited efforts underway to
improve fund control and the flow of project information into
periodic performance and financial reports to be available to
UNHCR management as well as to donors.

The Inter-American Foundation

In a July 1982 report, we discuss the experiences of the
Inter-American Foundation (IAF) in providing aid to Latin Amer-
ica. Because IAF Qmphasizes support of experimental, ihnovative
projects, dissemination of its experiences, inside and putside
of the organization, is a key factor to improving the effective-
ness of its own program and providing the maximum benefits pos-
sible from its development effort. We found, however, that dis-
semination efforts have been generally irregular and liﬁited.

To its credit, IAF has recognized this and recent improvements

have been made.

12




In our report, we also noted that, although a number of IAF
projects reviewed had met their objectives, some were having
significant problems doing so. We concluded that, if moﬁitoring
efforts were more supportive of grantee efforts, these pfoblems
could be overcome. 1In line with thése bagsic observations and
conclusions, we made specific recommendations for improved IAF
project and staff performance.

The Foundation agreed with our findings and recommenda-
tions, and we have confirmed that measures %ave been implemented
to correct the deficiencies reported.

MILITARY ASSISTANCE

Our work on the U.S. security assistance program continues
to focus on specific aspects of the program and also on'selected
countries. We would like to discuss some results from our more
recent, or soon forthcoming, reports.

Pinancing military sales

In financing Foreign Military Sales (FMS), the United
States has shifted from an on-budget grant and low-interest
direct loan program to an off-budget high-interest loan program.
Our January 1983 report on the "Unrealistic Use Of Loané To Sup-
port Foreign Military Sales" pointed out that each yearé large
FMS loan programs are being provided for countries whicﬁ‘hay not
be able to repay these loans. Some countries are accumﬁlating

large debts which are just starting to come due now that
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the grace periods for principal repayments are lapsing. Mean-
while, the Guaranty Reserve Fund used to guarantee these off-

budget loans, financed through the Federal Financing Bank, is

undercapitalized in relation to the risks undertaken. Thus, a
future Congress may need to appropriate billions of dollars to
cover any shortage of funds.

The need to possibly reschedule billions of dollars of
loans will have political, economic, and foreign policy reper-
cussions for the United States as funds reéﬂired to replenish
the Guaranty Reserve Fund are tied to future budgets. We recom-
mended that: FMS financing be put on budget; financing programs
be tailored to the countries' ability to repay their loans; and
funding levels of the Guaranty Reserve Fund be commensurate with
the size and nature of its contingent liabiiity.

The financing pipeline has also been further extended for a
few countries--Egypt, Israel and, more recently, Turkey--through
the administration's use of "cash flow"™ method of financing.
This method allows the countries to set aside only the amount of
money needed to meet the current year's cash requirement for
multi-year production contracts rather than the full amdunt_
This has allowed the cpuntries to stretch buying power ;nd place
more orders than the available credit guarantees author#zed in a
given year. It appears to us that this implies a commiﬁment for
the Congress to approve large financing programs in futﬁre years

to ensure that signed contracts are honored.
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As ve reported in January 1982, the full ramifications and
implications of the cash flow authorizations for Egypt and
Israel were not presented to the appropriate committees and thus
may not have been subject to close congressional scrutiny.
Security assistance for Israel

As has been the case in recent years, the largest recipient
country for U.S. assistance is Israel and we have in proéess a
report on U.S. assistance for the defense of Israel. Consider;
ing the significance of this program, we would like to mgke a
few comments about the results of our review.

As mentioned earlier, certain countries are likely to have
difficulties in repaying their defense loans under curreht con-
ditions. 1srael is among these countfies gsince much of its PFMS
assistance has been provided under long term loans for which
principal repayments are just now starting to come due. . For
Israel to be able to maintain and pay for i;s defense needs, it
most likely will continue to ask the United States to t&ke more
liberal financing steps to make this possible. |

As an example of this evolving situation, it is iméortant
to note that the cash payments that Israel receives undér the
Economic Support Fund (ESF) are now less than the repayﬁents it
is obligated to make for principal and interest on its RMS
debts. 1In other words, there is now a net flow of cash to the
United States rather than Israel within the security as#istance

programs. Furthermore, it is likely that the rate of tﬂis flow
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will increase during the period of the 1980s8. 1In view of this
circumstance, the Senate last year considered linking these

amounts to ensure that ESP would be sufficient to covef the pay-

' ments but legislation was not passed. If Congress were #o

approve such linkages, it could set a precedent for other coun-
tries who are incurring debt problems to ask for the same treat-

ment. If this occurs, U.S. program costs will increase signifi-

cantly.

Israel has asked the United Stateé fof, and has already
received to some degree assistance under liberalized methods.
The precedents being set by those liberalized methods agreed to
could also increase program costs if other recipient codntries |
start asking for similar concessions.‘ For example, the cash
flow financing method, which we discussed earlier, was initiated
for Israel and now other countries are involved.

Appropriateness of military equipment

The question of how the security assistance progréms are
implemented is also of continuing concern to us becausegof the
importance of getting the most of each dollar spent.

Our June 1, 1982 report on "U.S. Security Assistanée to the
Republic of Korea®™ highlights a concern over the use ofja sub-
stantial part of the program for sales of F-16 aircraft% The
United States prefers that the South Koreans build up tﬁeir
ground force capabilities. However, as is the case,for%many

recipients, they like to obtain more sophisticated aircﬁaft.
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These quickly use up the available funding to the detriment oé
such things as ground force needs.We recommended that basic pro-
gram goals might be better met through developing a more defini-
tive and mutually acceptable assiatance plan.,

| A similar case is from our February 1982 report on "Forging
a New Defense Relationship With Egypt." The decision to provide
the Egyptians with sophisticated aircraft was more political
than military. While Egypt's needs were so great that any new
equipment was welcome, the security assistance provided by the
United States was used to provide P-4s in 1979. Egypt wanted
theag planes after seeing Israel successfully use them in the
1973 war. However, F-4s are difficult to maintain and require
sophisticated supply and maintenance‘capabilities. As expected,
Egypt has had difficulty maintaining acceptable operatibnal
rates. |
Leasing DOD property to
foreign governments

Finally we would like to briefly comment on the legsing of

military equipment to foreign countries. ~In a 1981 rebort, ve
recommended that rent-free or nominal-cost leases be prbhibited
and procedures be established to require monitoring of ﬂessee

compliance with lease terms and payment schedules. 1In ﬁovember
1982, we issued a follow up report discussing whether the leases

!
complied with provisions of chapter 6 of the Arms Expoﬁt Control
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Act. We found that financial management and monitoring of
leased property is still inadequate and congressional notifica-

tion regquirements are not being fully met.
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